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Financing  the  War 


Importance  of  a  Just  System  of  War  Finance,  How  to  finance  the 
present  war  is  one  of  the  biggest  questions  before  the  American  people 
today.  If  it  is  financed  unwisely,  great  harm  will  result.  Financing  a 
great  war,  in  fact,  involves  to  a  peculiar  extent  considerations  of  eco- 
nomic and  social  justice.  Before  this  war  shall  have  ended,  every  energy 
of  every  individual  in  the  nation  will  be  needed.  Each  citizen,  whatever 
his  wealth  or  station,  must  give  his  best,  that  our  righteous  cause  may 
issue  triumphant.  The  methods  by  which  we  finance  this  war,  therefore, 
cannot  be  rationally  determined  without  reference  to  the  ethical  quality 
attached  to  the  laying  of  every  public  burden. 

Justice  of  Ways  and  Means,  as  well  as  of  Ends.  That  our  President 
has  called  us  to  arms  in  defense  of  the  noblest  ideals  that  any  nation  ever 
championed  can  hardly  be  denied.  Not  one  material  advantage  do  we 
claim  for  ourselves.  Our  aims  are  the  high  aims  of  justice  and  right.  We 
have  enlisted  in  the  interest  of  humanity  and  democracy.  These  are  the 
ends  that  we  have  pledged  ourselves  to  attain. 

Of  equal  quality  with  the  ends  in  view  ought  to  be  the  means  which 
we  employ.  We  cannot  afford  to  wage  this  just  war  with  weapons  that 
are  not  in  harmony  with  the  great  principles  which  we  would  defend. 
Hence  the  importance  of  the  methods  employed  to  finance  this  titanic  un- 
dertaking, an  importance  second  only  to  the  importance  of  the  ends  which 
we  hold  in  view.  •    1 

Wars  Waged  not  with  Money,  but  with  Goods.  In  order  to  deter- 
mine the  principles  which  should  guide  us  in  financing  this  war,  it  is  nec- 
essary, first  of  all,  to  understand  that  wars  are  waged  not  with  m.oney, 
but  with  men  and  goods.  This  proposition  is  almost  self-evident.  Not  a 
man  of  the  millions  who  have  lost  their  lives  in  battle  since  August,  1914, 
was  killed  with  money  or  with  bank  credit,  which  is  today  used  largely 
instead  of  money.  These  millions  of  lives  have  been  snuffed  out  with 
lead  and  scraps  of  iron  and  gas  and  cold  steel  bayonets,  all  of  them  con- 
crete goods.  Not  a  ship,  enemy  or  neuti-al,  has  been  sunk  with  German 
money;  hundreds  of  such  vessels  have  been  treacherously  destroyed  by 
German  submarines. 

Our  boys,  whether  at  Hattiesburg  or  at  Camp  Taylor  or  "Somewhere 
in  France",  need  not  money,  but  guns  and  ammunition  and  food  and 
blankets  and  shoes  and  even  movies  and  cigarettes.  Vice-Admiral  Sims 
is  helping  our  allies  to  keep  open  a  path  for  our  merchantmen  and  trans- 
ports, not  with  American  dollars,  but  with  American  dreadnoughts  and 
destroyers.  His  boys  ask,  not  for  money,  but  for  guns  and  torpedoes 
and  deep-sea  bombs.  With  the  effective  use  of  such  things,  our  navy 
hopes  to  have  a  part  in  making  the  seas  a  highway  on  which  men  and 
children  may  travel  with  confidence  and  security. 
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Getting  the  Goods  to  Fight  with.  Since  all  wars  are  waged  by  nations, 
that  is,  by  a  large  number  of  people  in  their  public  capacity,  it  follows 
that  wars  are  waged  at  public  expense.  In  other  words,  it  is  the  federal 
government  at  Washington  and  not  Farmer  Jones  who  must  provide  the 
food  for  our  soldiers,  even  tho  one  of  them  should  be  Farmer  Jones's 
own  son. 

But  our  federal  government  itself  produces  almost  none  of  the  things 
which  it  now  so  badly  needs.  Speaking  broadly,  it  raises  no  wheat,  ovims 
no  flouring  mills,  and  operates  no  bakeries.  It  manufactures  little  am- 
munition, builds  few  dreadnoughts,  and  fabricates  no  uniforms.  Yet  all 
such  things  our  government  must  have,  and  it  is  getting  them  in  increas- 
ing quantities.  Where?  From  the  people  who  produce  them  and  own 
them. 

The  real  problem,  then,  is  primarily  industriaP  and  only  secondarily 
financial.  If  our  industries  can  be  so  organized  and  operated  as  to  turn 
out  the  goods,  our  fighting  forces  can  be  supplied  with  the  things  they 
need." 

1.  Money  the  means  of  securing  ivar  goods.  Since  most  of  the  goods 
and  services  required  by  our  government  for  the  waging  of  this  war,  or 
for  any  other  purpose,  are  privately  owned,  such  goods  and  services  can 
be  obtained  by  government  in  one  of  three  ways:  (1)  by  confiscation, 
(2)  by  donation,  or  (3)  by  purchase.  The  first  and  second  methods  may 
be  dismissed,  the  former  because  it  is  justifiable  only  in  time  of  extreme 
national  peril,  the  second  because  the  returns  would  be  inadequate.^  The 
only  method  at  once  both  practical  and  just  is  purchase. 

Now,  the  thing  that  men  or  governments  buy  with  today  is  some  token 
of  purchasing  jjoiver,"  usually  called  money.  This  evidence  or  represen- 
tative of  purchasing  power  may  be  a  piece  of  metal,  either  silver  or  gold; 

^See  Appendix  A. 

""Again  and  again  it  has  been  pointed  out  that  in  these  modern  days  war  is  won,  not 
by  the  soldiers  in  the  field,  but  by  the  people  at  home,  bringing  all  their  energies  to  bear 
and  mobilizing  aU  the  economic  resources  of  the  nation  in  constant  support  of  the  fight- 
ing forces.  Thus,  for  America,  victory  will  depend  upon  our  ability  to  maintain  unim- 
paired that  supply  of  liquid  or  working  capital  that  I  have  described ;  and,  after  that, 
upon  our  intense  utilization  of  all  our  fixed  capital,  our  farms,  our  factories,  our  rail- 
roads— all  the  agencies  used  to  supply  the  government  abundantly  with  the  food,  shelter, 
clothing,  ships,  and  munitions  which  its  armies  and  navies  require."  '"A  Government 
Bond  for  Everybody",  by  Thomas  W.  Lamont,  Collier's,  October  20,   1917,  p.  36. 

The  same  writer  shows  how  our  industries  may  be  made  to  supply  the  goods  which 
our  government  needs.  "First,  we  can  increase  production,  and,  second,  we  can  reduce 
consumption.  Luxuries  can  be  eliminated,  and  consumption  of  necessities  can  be  cur- 
tailed. Waste  and  unprofitable  expenditure  of  every  kind  can  be  largely  reduced,  if  not 
cut  out  entirely  ....  in  the  end  the  welfare  of  the  nation  as  a  whole,  and  its  suc- 
cess in  bringing  the  war  to  a  successful  end,  will  depend  almost  entirely  on  the  measure 
of  your  determination,  and  of  mine,  to  produce  as  much,  and  consume  as  little,  as  pos- 
sible." 

^Valuable  service  and  much  wealth  are  even  now  being  donated  to  our  government. 
But  the  men  who  can  serve  without  pay  are  too  few,  and  the  men  who  are  willing  to 
serve  without  pay  are  fewer  still. 

*"It  [the  world]  never  does  very  much  buying  with  money  ;  the  purchasing  power  of 
every  country  is  in  its  own  powers  of  production."  Bulletin,  National  City  Bank  (New- 
York),  October,  1917,  p.  11.  Goods  and  services,  in  other  words,  are  bought  with  goods 
and  services  ;  money  is  only  a  convenience  used  in  such  transactions.  Perhaps  ninety-five 
per   cent  of  the  world's   trade  involves   only  bookkeeping  and   requires   no  money  at  all. 


Financing  the  War  5 

or  it  may  be  a  piece  of  paper  (bank  note,  greenback,  etc.)  ;  or  it  may  be 
simply  bank  credit,  which  the  buyer  transfers  to  the  seller  by  means  of  a 
written  order  called  a  check.  This  explains  why  our  government  needs 
money,  and  lots  of  it;  not  at  all  because  wars  are  waged  with  money,  but 
because  the  ownership  of  goods  ordinarily  passes  from  seller  to  buyer  in 
return  for  money. 

2.  Purchasing  power  largely  in  private  hands.  In  an  economic  sys- 
tem where,  as  we  have  seen,  the  ownership  of  goods  and  services  is  pri- 
vate rather  than  public,  it  is  necessarily  true  that  purchasing  power  also 
is  private  rather  than  public  and  that  the  only  purchasing  power  which 
the  state  can  have  must  be  secured  from  its  individual  members.  Sup- 
pose, for  example,  that  John  Doe  has  worked  one  week  in  the  factory  of 
the  ABC  Company  and  for  his  services  receives  !S20.  This  is  purchas- 
ing power.  With  it  John  Doe  can  buy  food  and  clothing  for  himself,  his 
wife,  and  all  the  little  Does,  if  he  can  stretch  so  small  a  sum  so  far.  Or 
that  purchasing  power,  all  or  part  of  it,  can  be  handed  over  to  the  gov- 
ernment and  spent  in  equipping  the  Does'  eldest  son,  who  has  just  joined 
the  colors. 

Perhaps  a  speculator  in  real  estate  has  $50,000  to  his  credit  in  some 
bank.  That  also  is  purchasing  power.  If  he  can  be  induced  to  turn  it 
over  to  his  government,  a  considerable  number  of  beefsteaks  can  be  pur- 
chased for  our  boys  in  France.  It  is  from  such  sources  as  these  that  our 
government  must  derive  its  purchasing  power. 

3.  Direction  of  industry  toward  military  ends.  Once  the  purchasing 
power  of  the  private  citizen,  whether  he  be  wage-earner  or  millionaire, 
has  come  into  the  hands  of  the  government,  the  industries  and  labor 
power  of  the  nation  can  be  directed  toward  the  making  of  those  things 
which  the  nation  needs.  Having  the  purchasing  power,  the  nation  has 
only  to  specify  its  wants  and  men  will  transform  factories,  scrap  ma- 
chines, and  build  up  new  organizations  in  order  to  supply  the  public 
demands.  In  a  word,  the  economic  life  of  the  nation  goes  on  a  war  foot- 
ing and  organizes  itself  for  military  ends,  all  because  the  government 
demands  certain  products  and  is  willing  and  able  to  pay  for  them. 

4.  War  prosperity  a  myth.  Often  the  statement  is  made  that  the 
expenditure  of  billions  of  dollars  for  war  goods  puts  money  into  circula- 
tion and  brings  in  an  era  of  great  prosperity.  If,  however,  the  conclusion 
of  the  preceding  paragraph  but  one  is  sound,  namely,  that  the  only  source 
from  which  our  government  can  derive  purchasing  power  is  the  purchas- 
ing power  of  its  citizens,  it  would  seem  that  general  prosperity  during 
war  would  be  extremely  unlikely.  In  fact,  if  the  economic  cost  of  war 
be  thought  of  in  terms  of  goods  instead  of  money,  it  would  appear  that  all 
the  raw  material  and  labor  power  and  mechanical  equipment  and  trans- 
portation service  used  up  in  war  are  just  so  much  goods  which  might  have 
been  employed  in  feeding  hungry  children,  in  providing  comforts  for  the 
aged,  and  in  otherwise  increasing  the  satisfaction  of  worthy  human  wants 
instead  of  in  placating  the  god  of  battle.  It  is  impossible  that  at  one  and 
the  same  time  both  civilian  and  military  needs  can  be  completely  satisfied, 
just  as  it  is  impossible  for  John  Doe  to  turn  over  a  part  of  his  purchasing 
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power  to  the  government  and  at  the  same  time  to  keep  the  whole  of  it  to 
spend  on  himself  and  his  family. 

That  the  war  creates  an  imperative  demand  for  certain  kinds  of  goods 
and  for  men,  in  many  industries  raising  wages  and  increasing  profits 
abnormally,  cannot  be  denied.  Likewise,  the  San  Francisco  fire  created 
an  abnormal  demand  for  brick  masons  and  carpenters  and  building  ma- 
terial, but  does  anyone  think  that  the  San  Francisco  fire  was  a  general 
economic  blessing,  or  would  anyone  advise  incendiarism  as  a  means  of 
increasing  human  welfare?  If  the  burning  of  a  city  does  not  bring  gen- 
eral prosperity,  is  it  to  be  supposed  that  a  war  which  threatens  to  con- 
sume civilization  will  leave  the  world  richer  in  material  goods  than  it 
found  it? 

War  Waged  with  the  Goods  of  Current  Production.''  Not  only  are 
battles  fought  and  won  or  lost  with  goods  instead  of  with  money,  but  the 
goods  used  up  in  war  are  current  products.  A  glance  at  the  list  of  goods 
which  are  consumed  in  war  is  alone  sufficient  to  reveal  the  fact  that,  in 
the  very  nature  of  things,  these  goods  are  not  such  as  can  be  hoarded  in 
time  of  peace  and  kept  against  a  time  of  war.  Guns  and  battleships 
become  antiquated,  canned  and  preserved  food  becomes  unwholesome  and 
finally  decays,  powder  deteriorates,  and  tactics  become  obsolete. 

The  nation  that  has  accumulated  the  most  war  supplies  may  have 
the  initial  advantage;  the  permanent  advantage  lies  with  the  nation  that 
has  the  largest  productive  capacity  which  can  be  diverted  at  will  to  pro- 
ducing the  things  of  war.  The  skill  and  well-being  of  its  workers,  the 
capacity  oJ:  its  means  of  transportation,  the  intelligent  organization  of 
its  industries,  and  the  abundance  and  accessibility  of  its  natural  re- 
sources, constitute  a  nation's  real  preparedness;  for  wars  are  won,  not 
more  on  the  battlefield  than  in  the  shop,  on  the  farm,  in  the  mine,  and 
wherever  else  men  labor  to  turn  out  the  goods  which  modern  fighting 
requires. 

This  fact,  that  wars  are  fought  with  goods  produced  while  the  fight- 
ing is  going  on,  explains  why  the  industries  of  a  nation  must  very  early 
in  the  war  adapt  themselves  to  the  nation's  military  necessity."  No  other 
course  would  be  possible,  unless  the  wastage  of  material  in  war  were  not 
more  rapid  than  its  accumulation  in  peace, — a  wholly  impossible  concep- 
tion. To  be  sure,  this  adaptation  should  take  place  as  gradually  as  pos- 
sible, in  order  that  the  maximum  of  harm  may  be  avoided.  Yet  so  long 
as  nations  throw  into  the  war  their  entire  economic  life,  every  part  of 
that  life  will  have  to  contribute  to  the  success  of  the  nation's  cause.  The 
extent  to  which  this  transformation  is  made  marks  the  extent  to  which 
the  nation  is  at  war. 

From  this  it  does  not  follow  that  farmers  should  become  munition 
makers,  or  that  grocery  stores  should  be  turned  into  shrapnel  factories. 
But  it  does  mean  that  all  raw  material  and  labor  and  industrial  equip- 
ment must  have  a  sort  of  war  license  to  do  business,  that  every  form  of 
business  in  which  a  man  or  his  capital  is  engaged  is  justified  in  propor- 
tion to  its  contribution  to  the  success  of  our  arms. 

^See  Appendixes  B  and  C. 
"See  Appendix  D. 


Financing  the  War  7 

Waging  a  War  with  Bonds.  Attention  has  been  called  to  the  fact 
that  governments  (usually)  get  their  war  supplies  from  private  owners 
in  exchange  for  purchasing  power  or  money,  and  that  this  purchasing 
power  must  itself  be  obtained  from  private  citizens.  In  oth^  words, 
governments  generally  have  no  income  and  own  no  goods  except  the 
income  and  goods  of  their  citizens. 

In  order  to  get  these  citizen-owned  goods  and  services,  governments 
resort  to  the  roundabout  method  of  buying  them.  That  is,  they  first 
secure  purchasing  power  from  the  people  and  then  exchange  this  pur- 
chasing power  for  goods.  Hence  it  appears  that  governments  do  not  in 
reality  buy  goods  at  all,  nor  can  they  buy  goods,  for  governments  have 
no  goods  to  give  in  exchange.  Governments  merely  take,  under  the  form 
of  buying,  the  things  and  services  which  they  must  have. 

Two  methods  of  obtaining  purchasing  power  are  used  by  governments 
today.  The  first  is  the  sale  of  bonds.  This  method,  in  fact,  has  been 
extensively  employed  in  the  past,  and  is  so  important  a  part  of  our  own 
present  war  program  that  it  should  be  more  generally  understood. 

1.  What  a  bond  is.  A  bond,  it  should  be  observed,  is  in  substance  a 
promissory  note  secured  by  a  mortgage  upon  some  piece  of  property 
owned  by  the  debtor.  Many  mortgages  are  too  large  to  find  ready  sale. 
Hence  they  are  deposited  with  some  bank  or  trust  company,  and  promis- 
sory notes  of  smaller  denominations  are  offered,  with  the  underlying 
mortgage  as  security.  Many  a  man  can  buy  a  fifty  dollar  bond  who 
could  not  buy  a  fifty  thousand  dollar  mortgage. 

Bonds,  like  all  other  promissory  notes,  bear  a  specified  rate  of  interest 
and  become  due  at  a  specified  date — in  ten,  twenty,  or  sometimes  fifty 
years  from  the  date  of  issue.  Sometimes  the  bond  is  a  registered  bond, 
in  which  case  both  principal  and  interest  are  payable  to  the  owner  as 
shown  in  a  book  kept  for  the  purpose.  Other  bonds  are  coupon  bonds, 
that  is,  they  bear  attached  certain  coupons  which  entitle  the  holder  to 
the  interest  specified  in  the  coupon.  Both  the  bond  and  the  coupons  are 
payable  to  the  bearer,  that  is,  to  the  person  who  presents  them  for  pay- 
ment. 

2.  What  it  means  to  buy  a  bond.  The  question  very  naturally  arises. 
What  does  one  get  when  he  buys  a  bond?  What  is  it  exactly  that  takes 
place?  The  answer  is  a  very  simple  one;  he  hands  over  present  pur- 
chasing power  to  some  person  who  promises  to  return  that  purchasing 
power  with  interest  at  a  later  date,  and  who  pledges  certain  of  his  prop- 
erty as  a  guarantee  that  he  will  fulfil  that  promise. 

3.  The  Liberty  Loan.  The  bonds  which  our  federal  government  is 
offering  under  the  title  of  the  Liberty  Loan  do  not  differ  essentially  from 
any  other  bond.  They  are  simply  promises  that  at  the  end  of  twenty-five 
years''  the  government  will  pay  to  the  holder  of  each  bond  the  payment 
in  gold  named  therein,  with  interest  at  four  per  cent,  payable  semi-annu- 
ally on  May  15  and  November  15.  They  further  provide  that  they  may 
be  paid  after  ten  years,  if  the  government  so  desires,  and  that  they  may 
be  exchanged,  under  certain  conditions,  for  other  bonds  bearing  a  higher 

'The  bonds  of  the  second  Liberty  Loan  are  dated  November  15,  1917,  and  will  mature 
November  15,  1942. 
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rate  of  interest,  in  case  such  bonds  shall  be  issued.  This  explains  why 
these  bonds  are  called  "10-25  year  4  per  cent  convertible  gold  bonds". 

There  is  one  difference,  however,  between  the  Liberty  Loan  bond  and 
every  other  bond  on  earth  today.  It  is  the  safest  bond  to  buy.  It  has  the 
best  security  that  could  possibly  be  devised.  It  is  generally  conceded  that 
all  wealth  belongs  to  the  nation  and  that  in  the  nation's  hour  of  extreme 
need,  all  private  property  and  the  services  of  every  individual  may  be 
taken  by  the  government.  Hence,  it  follows  that  the  Liberty  Loan  is 
secured  by  the  entire  wealth  of  all  the  people  in  the  United  States. 

But  as  if  this  were  not  enough  to  convince  one  of  the  security  of  the 
loan,  let  us  remind  ourselves  that  a  nation  cannot  borrow  from  its  own 
people  more  than  they  have.  A  bond  issue  being  merely  a  convenience 
by  means  of  which  private  citizens  are  induced  to  devote  their  goods  and 
services  to  public  instead  of  to  private  uses,  it  is  impossible  for  a  nation 
to  owe  its  own  people  more  than  it  can  pay.  This  point  will  be  reverted 
to  again^  when  we  come  to  study  the  means  by  which  bonds  are  paid. 

In  addition,  the  Liberty  Loan  is  backed  by  the  good  faith  of  a  gov- 
ernment that  is  as  punctilious  about  "scraps  of  paper"  as  gentlemen  are 
punctilious  about  their  "word  of  honor", — the  good  faith  of  a  government 
which  has  never  yet  refused  to  pay  its  solemn  obligations,  whether  finan- 
cial or  otherwise.  As  an  investment,  therefore,  the  Liberty  bond  has 
hardly  a  parallel  and  no  superior. 

4.  Hoiv  the  Liberty  Loan  works.  At  the  time  that  the  second  Liberty 
Loan  was  being  offered,  a  grandmother  who  had  three  grandsons  in  three 
different  training  camps  was  asked  whether  the  people  in  her  neighbor- 
hood were  buying  Liberty  bonds.  From  the  expression  on  the  old  lady's 
face,  it  was  clear  that  she  was  somewhat  perplexed.  Her  reply  revealed 
this  perplexity.  "No,"  she  said,  "they  ain't  buyin'  them  much,  for  we 
don't  see  how  them  bonds  will  help  our  boys  any."  This  is  a  not  unnat- 
ural question.  Not,  How  will  the  purchase  of  a  Liberty  bond  help  win 
the  war?  but.  How  will  my  buying  a  bond  make  any  difference  to  my  boy 
John  or  to  my  neighbor's  boy  Joe?  Thus  hundreds  of  thousands,  no 
doubt,  are  putting  the  question. 

•Emphasis  has  previously  been  laid  on  the  fact  that  soldiers  and  sailors 
must  have  food  and  equipment.  Thinking  in  terms,  therefore,  of  the 
things  which  our  army  and  the  armies  of  our  allies  will  need,  let  us  see 
just  how  this  grandmother  by  buying  a  Liberty  bond  can  protect  and 
help  her  own  grandsons  who  are  now  in  training  for  military  service. 

Suppose  this  grandmother  out  of  her  meager  income  is  planning  to 
save  fifty  or  seventy-five  dollars  in  order  to  buy  for  herself  a  new  spring 
coat.  Her  money  is  purchasing  power,  with  which  she  may  induce  some 
men  to  grow  sheep  for  wool,  others  to  transport  the  wool  from  ranch  to 
factory,  others  to  spin  the  yarn  and  weave  the  cloth,  others  to  design, 
cut,  and  make  the  garment,  others  to  exhibit  the  cloak  in  a  retail  shop, 
others  to  sell  her  the  finished  product,  and  still  others  to  deliver  her  pur- 
chase to  her  very  doorstep.  In  other  words,  as  our  industrial  life  is  at 
present  organized,  it  is  necessary  that  this  grandmother  make  use  of 
scores  and  scores  of  people  and  perhaps  millions  of  dollars'  worth  of  ma- 

*See  page  11. 
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chinery  and  equipment  of  many  kinds,  in  order  that  siie  may  have  a  new 
coat. 

If,  on  the  other  hand,  she  buys  a  Liberty  bond  on  the  partial  payment 
plan  instead  of  saving  for  a  coat,  she  turns  over  her  pui'chasing  power 
(her  savings)  to  the  government,  and  the  government  makes  use  of  the 
same  number  of  people,  the  same  transportation  facilities,  the  same  in- 
dustrial equipment,  in  large  measure,  but  the  product  will  be  a  soldier's 
uniform  for  the  grandson  instead  of  a  coat  for  the  grandmother. 

This  simple  illustration  gives  a  fairly  accurate  picture  of  what  hap- 
pens when  the  average  individual  buys  a  Liberty  bond.  It  shows  the 
transfer  of  purchasing  power  from  the  individual  to  the  government,  the 
decrease  in  demand  for  certain  goods,  and  the  increase  in  demand  for 
certain  other  goods.  The  illustration  does  not,  perhaps,  give  an  accurate 
picture  of  the  business  and  industrial  disturbance  which  may  result  from 
the  purchase  of  a  Liberty  bond,  since  some  factories  and  not  a  few  men 
are  so  highly  specialized  that  they  ca'hnot  well  be  transferred  to  other 
lines  of  production.  The  illustration  does  suggest,  however,  that  in  most 
cases  an  adjustment  can  be  made. 

Experience  in  Great  Britain  and  Canada  is  said  to  show,  moreover, 
that  it  is  much  easier  to  meet  the  new  demands  than  was  at  first  thought 
possible.  Here  and  there  a  business  or  a  workman  may  suffer  great  loss 
thru  inability  to  meet  the  new  conditions,  but  this  will  not  be  general. 
Considering  the  multitude  of  goods  and  services  which  governments  re- 
quire in  var  today,  each  business,  each  plant,  each  able-bodied  workman 
can,  with  few  exceptions,  find  something  to  do.  But  to  suppose  that 
business  can  remain  as  usual  in  the  sense  that  no  adaptation  need  take 
place,  is  to  ignore  a  fundamental  condition  of  the  success  of  our  cause.^ 

5.  Liberty  bonds  should  be  paid  for  out  of  future  savings.^"  The  sav- 
ings of  the  past  have  gone  into  flour  mills  and  steel  mills,  into  blast  fur- 
naces and  coke  ovens,  into  mowing  machines  and  farm  wagons,  into 
automobile  factories  and  public  libraries.  Few  of  these  things  are  needed 
less  on  account  of  the  war.  Rather,  they  are,  with  few  exceptions,  more 
necessary  today  than  ever  before;  and  the  only  way  we  can  increase  our 
supply  of  such  things  is  by  increasing  our  savings.  Hence,  in  order  to 
win  this  war  the  American  people  must  save  more  than  they  have  ever 
saved  before. 

Moreover,  we  are  withdrawing  millions  of  our  most  productive  popu- 
lation from  the  field  of  production  and  making  them  over  into  consumers 
only."  In  order  to  feed  and  equip  this  enormous  number  of  nonproducers, 
two  means  may  be  employed:  (1)  present  civilian  consumers  can  get 
along  with  less,  and  (2)  present  producers  can  turn  out  larger  products 
per  man.  In  fact,  the  success  of  our  cause  requires  that  both  of  these 
methods  be  employed.  The  government  cannot  be  supplied  with  goods 
unless  they  are  produced.  Nor  can  the  government  get  the  goods,  even 
tho  they  are  produced,  if  the  producers,  the  civilian  population,  are  un- 
willing to  forego  consuming  them. 

"See  Appendixes  B  and  D. 
i^See  Appendix  F. 

"It  is  evident  that  the  soldier  is  a  constant  expense,  producing  nothing  that  he  or 
anyone  else   consumes. 
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Because,  therefore,  we  cannot  supply  our  soldiers  and  sailors  with  all 
the  goods  and  services  which  they  have  a  right  to  ask  of  us,  and  at  the 
same  time  go  on  consuming  them  as  we  have  been  accustomed  to  consume 
them,  we  must  cut  down  our  current  expenditiires,  and  turn  over  our  sav- 
ings to  the  government.^  This  is  exactly  what  is  done  when  a  Liberty  bond 
is  being  paid  for  on  the  installment  plan  by  a  man  or  woman,  boy  or  girl, 
who  has  been  accustomed  to  spend  his  earnings  and  to  save  nothing.  It 
will  be  our  extra  savings  that  will  help  our  government  the  best.  The 
citizen  who  will  in  the  future  save  most  intelligently  will,  if  he  begins 
now,  render  his  country  a  service  not  less  important  than  the  service  of 
the  men  behind  the  guns. 

6.  Spreading  out  the  Liberty  Loan.  Since  the  good  effects  of  the 
Liberty  JiOan  depend  upon  the  bonds  being  purchased  out  of  current  sav- 
ings resulting  from  a  decrease  in  private  consumption,  it  must  follov/ 
that  everyone,  so  far  as  possible,  'should  subscribe  for  one  or  more  bonds 
and  cut  his  consumption  so  as  to  pay  for  them  on  the  installment  plan. 
Suppose  that,  upon  reading  the  announcement  of  the  Second  Liberty 
Loan,  twenty  men  down  in  New  York  City  had  telegraphed  the  Secretary 
of  the  Treasury  to  the  effect  that  they  would  together  take  the  entire 
issue  of  $3,000,000,000,  thus  saving  the  country  the  expense  necessarily 
incurred  in  widely  distributing  so  huge  a  loan  and  relieving  the  Secre- 
tary of  all  anxiety  and  labor  in  the  matter.  Would  such  a  proposition 
have  met  with  favor?  Certainly  not,  for  the  Loan  placed  in  such  a  man- 
ner would  have  meant  the  minimum  of  direct  sacrifice, — a  few  limousines 
and  private  yachts  and  big  dinners  and  fur  cloaks,  perhaps ;  but  the  total 
saving,  except  indirectly  thru  price  inflation,  would  have  been  insignifi- 
cant. The  Secretary's  purpose  evidently  was  to  place  the  Liberty  Loan  so 
that  every  bond  would  become  virtually  a  contract  with  the  government  Lo 
save  directly  in  the  future  the  cost  of  the  bond. 

The  reasons  for  a  wide  distribution  of  Liberty  bonds  are  thus  set 
forth  by  the  National  City  Bank"   (New  York)  : 

"The  necessity  for  general  participation  becomes  more  apparent  as 
we  go  along.  The  proceeds  of  the  loans  are  disbursed  broadly.  They  go 
mainly  at  first  hand  to  wage-earners  employed  upon  government  work, 
but  are  passed  on  quickly  to  the  farmers  and  all  classes.  In  order  to 
keep  the  government's  purse  full,  these  disbursements  must  be  quickly 
caught  up,  either  thru  taxation  or  loans,  and  returned  to  the  Treasury 
for  use  over  again.  The  more  directly  it  is  returned  the  better,  for 
every  dollar  of  unnecessary  expenditure  tends  to  produce  effects  that  are 
embarrassing  to  the  government  and  weakening  to  the  economic  situation. 

"One  of  the  chief  gains  realized  by  having  the  bonds  widely  distrib- 
uted is  that  the  subscribers  will  have  a  direct  inducement  to  save  for 
their  payments  and  to  add  to  their  holdings.  When  everybody  does  this, 
the  country  will  be  actually  paying  the  cost  of  the  war  as  it  goes  along. 
It  is  a  great  achievement  to  get  $5,000,000,000  subscribed  to  the  loan;  but 
it  will  be  an  even  greater  achievement  to  get  these  subscriptions  com- 
pletely paid  up,  and  the  decks  cleared  for  a  repetition    of  the  act."' 

^This  is  the  meaning  of  "buying  bonds  till  it  hurts". 

1^  "Economic    Conditions,    etc.,"    Bulletin,    November,    1917,    pp.    1-2. 
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7.  Paying  the  Liberty  Loan.  Since  the  government's  only  source 
of  purchasing  power  is  the  purchasing  power  of  its  citizens,  it  follows 
that  the  Liberty  Loan,  both  principal  and  interest,  can  be  paid  only  with 
money  secured  from  the  citizens.  This  point  will  be  clearer,  perhaps,  if 
we  suppose  that  the  public  debt  is  distributed  uniformly  thruout  the  pop- 
ulation, so  that  every  person,  man,  woman,  or  child,  owns  one  or  more 
bonds.  In  such  a  case,  if  the  bondholder  could  be  induced  to  make  a 
donation  to  his  government  in  an  amount  equal  to  the  amount  of  his 
bonds  (the  government's  indebtedness  to  him),  it  is  obvious  that  the 
entire  debt  could  thus  be  wiped  out.  Contributions  and  loans  would 
exactly  balance,  and  the  indebtedness  of  the  government  would  be  can- 
celled. The  net  result  would  be  that  the  original  purchasing  power 
secured  thru  the  sale  of  the  bonds  would  be  left  unpaid,  and  all  bond- 
holders would  be  poorer  by  the  amount  of  their  loans  to  the  government. 

Taking  the  social  rather  than  the  individual  point  of  view,  and  think- 
ing of  society  as  a  ivhole,  rather  than  as  a  collection  of  individuals,  it  is 
evident,  then,  that  a  bond  issue  does  not  enable  us  to  wage  a  war  with- 
out paying  for  it.^*  What  the  people  lend  or  give  the  government  to  be 
used  up  in  war  can  never  be  returned.  These  things  are  a  net  economic 
loss. 

From  the  individual  point  of  view,  however,  the  situation  is  somewhat 
different.  The  individual  bondholder,  since  he  is  even  yet  an  exception 
among  our  people,  occupies  the  position  of  preferred  creditor  in  this  great 
enterprise.  He  will  have  the  first  claim  upon  the  social  income^"  which  is 
to  be  enjoyed  after  this  war  is  over.  It  cannot  be  denied  that  he  will  have 
to  help  pay  his  own  debt  (as  a  citizen  he  is  debtor  as  well  as  creditor)  ; 
but  in  a  large  measure  the  fellow  who  did  not  buy  Liberty  bonds  will  be 
asked  to  hand  over  goods  and  services  to  the  fellows  who  did  buy  Liberty 
bonds.  That  this  will  be  done  is  indicated  by  the  provisions  of  the  Liberty 
Loan  regarding  taxation.  Liberty  bonds  held  by  small  investors  are  prac- 
tically nontaxable;  and  when  held  by  large  investors  they  are  subject 
only  to  "estate  or  inheritance,  taxes,  and  graduated  additional  income 
taxes,  commonly  known  as  surtaxes,  and  excess-profits  and  war-profit 
taxes.  .  .  :"' 

In  a  very  limited  sense,  therefore,  the  cost  of  a  present  war  may  be 
shifted  to  future  generations;  that  is,  in  the  sense  that  some  children  of 
men  living  during  the  war  can  later  be  taxed  to  feed  and  clothe  the  chil- 
dren of  other  men  who  lived  during  the  war.  This  is  particularly  true  in 
the  case  of  large  bondholders,  whose  children  for  generations  can  enjoy 
a  considerable  income  at  the  expense  of  the  children  of  men  who  during 
the  war  v-ere  able  to  buy  no  bonds  but  who  in  one  way  or  another  may 
have  made  a  far  greater  sacrifice  for  their  country  than  did  the  men 
who  bought  her  bonds. 

The  taxing  of  one  class  (non-bondholders)  for  the  benefit  of  another 
class  (bondholders)  can  be  justified  only  on  the  ground  that  the  former 
class  has  contributed  nothing  to  the  war.     This,  however,  is  extremelj' 

^*See  Appendix  C. 

*°By  social  incoTne  is  meant  the  annual  product  of  goods  and  the  annual  flow  of  per- 
sonal services. 

'"Treasury  Department,  Circular  No.  90    (Liberty  Loan  Circular  No.  6),  p.   1. 
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improbable.  It  is  more  likely  true  that  those  classes  least  able  to  buy- 
bonds  have  been  the  very  persons  to  feel  most  keenly  the  rise  in  prices 
which  took  place  largely  as  a  result  of  bond  issues,  and  that  such  persons 
have  therefore  already  borne  their  full  share  of  the  war  burden.  Hence 
to  ask  their  children  to  contribute  to  the  support  of  the  children  of  men 
who  bought  bonds  would  be  manifestly  unjust. 

It  is  for  this  reason,  in  part,  that  our  government  is  seeking  to  dis- 
tribute the  Liberty  Loan  as  widely  as  possible,  in  order  that  there  may  be 
no  privileged  class. 

8.  Necessity  for  the  Liberty  Loan.  In  spite  of  objections'^'  to  an 
extensive  use  of  loans  in  financing  a  war,  it  is  impossible  for  a  nation  not 
to  resort  to  borrowing.  No  accumulation  of  war  goods,  no  peace  system 
of  taxation  can  long  meet  the  demands  of  a  nation  at  war.  Germany, 
with  a  war  chest  such  as  no  other  nation  ever  had,  has  been  compelled  to 
float  war  loan  after  war  loan.  Julius  tower  was  emptied  over  night,  as 
it  were,  and  the  Castle  of  Spandau  proved  a  broken  reed.  The  need  for 
purchasing  power  at  the  outbreak  of  war'*  or  even  as  soon  as  war  is 
threatened  is  too  great  for  the  war  chest  to  meet  and  too  immediate  for 
the  taxing  power  to  supply.  Even  if  the  people  vv^ould  stand  for  a  tax 
that  would  yield  the  required  sum  of  money,  such  a  tax  could  not  be  put 
into  operation  at  once  and  months  would  intervene  before  the  taxes  began 
to  come  in.  In  fact,  even  the  time  required  to  float  a  great  loan  is  neces- 
sarily so  long  that  nations  are  forced  to  more  rapid  methods  still.  Thus 
our  Secretary  of  the  Treasury  is  authorized  to  borrow  money  by  issuing 
Treasury  certificates  to  run  not  more  than  one  year;  and  during  the 
war  between  the  States  both  the  North  and  the  South  had  recourse  to 
legal  tender  paper,  which  amounted  practically  to  a  forced  loan. 

Hence  the  patriotic  duty  of  our  people  regarding  the  Liberty  Loan  is 
beyond  question.  They  must  buy  bonds  "till  it  hurts",  that  is,  till  current 
consumption  is  cut  down  and  current  income  is  shared  with  the  govern- 
ment. 

Since  the  money  with  which  the  Liberty  Loan  is  to  be  paid,  both  inter- 
est and  principal,  must  come  from  the  people,^"  it  can  be  had  only  by 
issuing  and  selling  other  bonds  (usually  known  as  refunding  bonds)  or 
by  taxation.  Thus  we  come  to  a  study  of  taxation  as  a  part  of  war 
finance. 

Waging  a  War  with  Taxes.  Sooner  or  later  a  government  must  take 
from  its  citizens,  without  obligation  to  repay,  the  goods  and  services 
needed  in  war.  No  bond  issue  nor  any  number  of  bond  issues  will  prevent 
this  necessity.""  But  bond  issues  do  enable  governments  to  secure  pur- 
chasing power  long  before  the  taxing  machinery  can  be  put  into  motion, 
and  in  addition  to  the  amounts  which  at  first  taxation  can  be  made  to 

^"See  Appendix  H. 

^*The  expenditures  of  our  federal  government  for  the  fiscal  year  1917-18  are  estimated 
at  more  than  $18,000,000,000,  which  is  more  than  eight  times  our  regular  annual  appro- 
priation bills  for  the  same  period. 

"Our  government  is  expecting  no  indemnity  to  enable  it  to  wipe  out  the  debt  incurred 
by  the  Liberty  Loan. 

^The  only  exception  would  be  the  acceptance  of  the  war  debt  as  a  debt  which  is  never 
to  be  paid.     In  this  case  only  interest  need  be  secured  by  taxation. 
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yield.  But  just  as  bond  issues  are  necessary  at  the  beginning  of  a  war,  so 
is  increased  taxation  necessary  as  the  war  advances.  Whether  a  man 
gives  or  lends  a  rifle  or  a  loaf  of  bread  to  his  government  at  the  beginning 
ol  the  war  makes  relatively  little  difference.  The  Important  thing  is  thut 
the  government  should  get  the  goods.  Once  the  promise  to  return  those 
goods  has  to  be  made  good,  the  taxing  power  of  the  government  mu.st  be 
used.  In  fact,  experience  shows  that  taxes  must  be  increased  very  early 
in  the  war,  else  the  public  credit  rapidly  declines. 

1.  Hoiv  taxation  helps  to  win  the  war.  We  have  seen  that  the  gov- 
ernment needs  money  only  as  a  means  of  buying  goods  and  services,  and 
that  the  goods  needed  are,  in  the  main,  the  result  of  current  production. 
They  constitute  the  current  income.  We  have  seen  also  that  goods  and 
services  are  in  reality  the  things  we  buy  with  as  well  as  the  things  we 
buy.  Hence  the  current  social  income  is  always  large  enough  to  buy  what 
is  currently  produced.  Now  if  the  government  by  taxation  takes  20  per 
cent  of  the  money  incomes  of  its  citizens,  it  can  buy  20  per  cent  of  current 
products  and  its  citizens  can  buy  80  per  cent.  The  more  the  government 
takes,  the  less  the  citizens  can  buy."^  Thus  by  taxation  private  consump- 
tion is  curtailed  and  public  consumption  made  possible  in  equal  amounts. 

It  appears,  then,  that  funds  raised  by  taxation  are  not  in  competition 
with  private  purchasing  power  for  the  goods  which  both  the  state  and 
the  individual  would  like  to  have.  A  ten  dollar  tax  on  John  Doe,  the  pri- 
vate citizen,  means  just  as  many  beefsteaks  the  less  for  him  as  it  means 
beefsteaks  the  7nore  for  an  enlisted  man.  Hence  there  is  no  chance  of 
beefsteaks  rising  in  price  as  a  result  of  competition  between  John  Doe 
and  the  quartermaster's  department.  The  former  buys  as  many  as,  in 
his  judgment,  he  can  afford  to  buy  with  the  income  remaining  after  his 
tax  has  been  paid;  and  the  quartermaster's  department  buys  the  remain- 
der. If  this  gives  too  few  steaks  to  the  government,  the  obvious  remedy 
is  to  increase  either  the  tax  or  the  output  of  beef. 

2.  The  income  tax.  Since  most  goods  and  services  which  our  gov- 
ernment needs  are  privately  owned,  pei-haps  the  just  method  of  pro- 
cedure would  be  to  take  those  goods  in  the  proportion  to  the  private  indi- 
vidual's supply  of  them.  Where  a  man  has  100  pounds  of  wool,  say,  let 
the  government  take  ten  pounds;  from  the  man  who  has  5,000  pounds  let 
500  pounds  be  taken,  etc.  But  a  large  number  of  people  own  neither  wool 
nor  anything  else;  they  have  merely  a  money  income,  which  represents  a 
claim  to  so  much  wool  or  cotton  or  other  things  which  they  may  care  to 
buy.  A  system  of  taxation  which  would  take  this  income  in  proportion 
to  its  owner's  ability  to  do  without  it  would  seem  to  be  as  democratic  as 
possible.  In  other  words,  an  income  tax  graduated  according  to  the  size 
of  the  income  and  according  as  a  man  is  married  or  single  would  seem 
to  fit  the  demands  of  a  just  tax,  whether  in  war  or  In  peace. 

It  is  interesting  to  note  that  the  income  tax  has  met  with  almost 
general  approval.  Such  a  tax  places  the  public  burden  where  it  can  be 
most  easily  borne.  It  calls  for  self-denial  on  the  part  of  those  whose 
customary  consumption  is  capable  of  considerable  reduction.     It  cuts  out 

^^Of  course  it  is  here  assumed  that  annual  production  is  not  affected  by  the  tax,  an 
assumption  which  may  or  may  not  be  wide  of  the  mark. 
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luxurious  expenditures  and  releases  men  and  materials  for  war  work.- 
Yet  at  the  same  time  a  wise  income  tax  does  not  cut  down  the  necessaries 
of  the  poor  or  deprive  children  of  wholesome  food  and  decent  clothing. 

a.  Exemption  of  small  incomes.  It  is  a  commonplace  in  economic 
theory  that  the  level  of  wages  is  very  closely  related  to  the  standard  of 
life;  and  that  this  standard,  for  a  large  part  of  our  population,  includes 
little  besides  the  strict  necessities.  Thousands  of  children  even  in  peace 
times  have  insufficient  food,  unsanitary  homes,  and  inadequate  recrea- 
tional facilities.  Many  thousands  more  are  just  above  these,  and  would 
fall  into  the  former  class  upon  the  slightest  diminution  of  their  real 
income.  To  tax  these  classes,  which  include  the  vast  majority  of  wage- 
earners  and  many  salaried  employees,  would  be,  except  in  the  greatest 
national  extremity,  national  folly  and  social  suicide.  Besides,  the  incomes 
of  these  classes  are  so  small  that  a  tax  on  them  would  yield  little  more, 
and  probably  less,  than  enough  to  collect  it.  For  these  reasons,  the  advo- 
cates of  income  taxes  propose  a  minimum  exemption  limit. 

b.  Wh^t  incomes  shall  be  exempt?  By  some  writers  the  income  to  be 
exempted  from  taxation  should  be  put  as  low  as  $1,000,  plus  an  additional 
$1,000  on  account  of  married  consort  and  $300  for  each  child.  Others 
would  raise  the  limit,  making  it  $1,500  for  a  single  man  and  $2,500  or 
$3,000  for  a  married  man,  plus  $200  to  $500  for  each  child.  This  pro- 
posal to  exempt  the  lower  incomes  from  the  application  of  the  income  tax 
is  defended  on  two  principles:  First,  that  the  classes  of  persons  con- 
cerned are  already  very  much  limited  in  their  enjoyment  of  the  good 
things  of  life  as  compared  with  other  classes  of  our  population,  and 
hence,  to  restrict  their  interests  further  would  be  unfair  to  them;  and  in 
the  second  place,  it  is  urged  that  inflation  of  prices,  to  which  reference 
has  previously  been  made,  and  which  bears  hardest  upon  the  wage- 
earning  and  the  salaried  classes,  the  two  classes  which  have  the  smallest 
income  to  tax,  is  itself  in  reality  a  tax  which  makes  it  practically  impos- 
sible for  them  to  bear  any  additional  burdens. 

The  particular  point  at  which  the  exemption  limit  shall  be  set  is  not 
so  important.  What  is  important  to  recognize  is  the  necessity  for  setting 
the  limit  somewhere  in  order  to  equalize,  if  possible,  the  war  burden 
which  the  various  classes  of  our  population  are  asked  to  bear. 

c.  Rate  of  taxation.  As  to  the  rate  of  taxation  which  shall  be  levied 
on  the  various  taxable  incomes,  there  are  two  principles  to  be  observed. 
The  first  in  that  that  part  of  the  total  income  which  is  nearest  the  exemp- 
tion minimum  shall  be  taxed  at  a  very  much  smaller  rate  than  the 
remainder  of  the  income.  This  means  that  if  the  exemption  limit  for  a 
married  man  is  $3,000  and  he  has  a  $4,000  income  but  has  no  children,  he 
would  pay  on  only  $1,000.  If,  however,  he  has  an  income  of  $5,000  a 
year,  he  would  be  taxed  on  $2,000  of  his  income.  Two  questions  now 
arise:  (1)  What  shall  be  the  rate  of  taxation  on  the  first  $1,000  of 
taxable  income?  and  (2)  How  rapidly  shall  this  rate  increase  from  the 
lowest  taxable  income  to  the  highest?  By  many  it  is  thought  not  unjust 
to  take  practically  all  of  that  part  of  personal  mcome  which  exceeds 
$25,000  or  $50,000  a  year.     Whether  three-fourths  or  four-fifths  or  one- 

^See  Appendix  G. 
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half  of  the  largei*  incomes  in  this  country  shall  be  taken  really  will  depend 
very  largely  upon  the  public  necessity  and  upon  the  ability  of  the  owners 
of  large  incomes  to  see  that  in  making  such  heavy  contributions  they  are 
doing  not  more  than  a  tithe  of  what  the  men  on  the  firing  line  are  doing. 
By  putting  heavy  taxes  on  the  larger  incomes  there  is  no  intention  of 
of  penalizing  individuals  or  of  expressing  disapproval  of  the  way  in  which 
these  incomes  may  have  been  received.  Whether  these  men  receive  their 
incomes  justly  or  unjustly  is  an  entirely  different  matter.  The  plain  fact 
is  that  the  government's  necessity  justifies  its  taking  the  incomes  from 
those  individuals  who  have  them  and  who  can  best  get  along  without 
them. 

d.  Is  an  income  tax  paid  out  of  capital?  If  these  larger  incomes 
are  taxed  at  a  very  heavy  rate,  taking,  say,  sixty  or  seventy-five  per 
cent  of  all  incomes,  the  question  at  once  arises.  What  about  the  effect  on 
capital?  Will  not  such  heavy  taxes  be  paid  out  of  savings  (capital),  and 
shall  we  not  thereby  impair  our  industrial  efficiency  and  kill  the  goose 
that  lays  the  golden  egg?  This  question  is  really  most  difficult  to  answer 
satisfactorily.  As  a  matter  of  fact,  no  one  can  determine  beforehand 
what  part  of  any  person's  income  will  be  consumed  by  him,  and  what  part 
will  be  saved  for  addition  to  our  capital  equipment  or  for  its  maintenance. 
Suppose  a  man  who  has  an  income  of  $100,000  a  year  is  spending  fifty 
per  cent  of  that  income  annually  on  his  own  pleasure  and  enjoyment 
and  saving  fifty  per  cent.  Now,  if  he  is  taxed,  let  us  say,  $50,000,  it  is 
not  possible  to  tell  offhand  whether  he  will  cut  down  his  consumption  one- 
half  or  three-fourths  in  order  to  maintain  his  savings  at  approximately 
the  old  level,  or  whether  he  will  cut  out  his  savings  entirely  and  meet  the 
tax  out  of  what  would  have  gone  into  capital  investment.  Such  a  man 
would  be  very  likely  to  see  the  necessity  for  doing  something  of  both — 
that  is,  he  would  realize  the  necessity  of  cutting  out  some  of  his  extrava- 
gant and  luxurious  expenditures  and  at  the  same  time  of  laying  by  for 
private  enterprises,  that  is,  for  private  investments,  somewhat  less  than 
he  had  been  accustomed  to  lay  aside. 

Moreover,  if  he  pays  the  $50,000  tax  out  of  what  he  would  otherwise 
have  saved,  the  result  is  not  particularly  serious, — at  least,  far  less  seri- 
ous than  many  writers  have  thought.  Industry  and  capital  equipment 
are  not  really  impaired  to  the  extent  of  the  taxes  which  he  pays,  for 
instead  of  his  directing  the  capital  equipment  of  society,  he  turns  over 
his  $50,000  to  the  government,  which  now  in  the  public  interest  assumes 
the  responsibility  of  guiding  industry  and  maintaining  it.  What  pri- 
vately ov^med  capital  fails  to  receive,  publicly  owned  capital  gets.  It  is 
difficult  to  see,  therefore,  how  it  can  be  known  beforehand  that  heavy 
income  taxes  will  be  paid  out  of  private  capital;  and  even  if  they  are 
paid  out  of  private  capital,  it  is  equally  difficult  to  see  why  the  result 
might  not  be  an  equal  addition  to  the  capital  equipment  of  society. 

e.  Heavy  taxes  discourage  industry.  At  this  point,  of  course,  we  are 
confronted  with  the  proposition  that  the  man  who  is  taxed  heavily  on  his 
large  income  will  be  discouraged  from  business  enterprise  and  w411  exert 
himself  far  less  than  he  has  been  accustomed  to  do.  Now  it  is  difficult 
to  believe  that  the  patriotic  business  man  would  be  thus  induced  to  join 
that   disreputable  class   known    as   the   "slackers".      Certainly,   it   is  not 
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unfair  to  ask  him  to  maintain  his  productivity,  even  tho  he  is  securing 
no  individual  returns  therefor.  The  advocates  of  high  tax  rates  on  the 
larger  incomes,  however,  have,  with  few  exceptions,  not  advocated  the 
confiscation  of  all  income  above  a  fixed  point.  If  the  maximum  to  be 
taken  by  the  government  should  be  figured  at  even  eighty-five  per  cent, 
there  would  still  be  left  some  incentive  for  additional  economic  effort. 
As  a  matter  of  fact,  of  course,  many  higher  incomes  are  received  irre- 
spective of  the  individual  effort  which  the  recipient  exerts;  they  come 
to  him  as  adventitious  or  chance  gains  or  returns  from  investments  which 
are  increasing  in  value  aside  from  anything  that  he  individually  may  do 
about  them.  In  such  cases,  a  high  income  tax  would  not  discourage  the 
flow  of  these  incomes  to  their  individual  owners. 

Moreover,  even  in  times  of  peace,  profit  is  not  the  only  incentive  to 
economic  effort.  It  is,  therefore,  inconceivable  that  many  of  our  big 
income  receivers  would  be  greatly  discouraged  in  their  economic  activities 
by  the  levying  of  a  stern  income  tax,  provided,  of  course,  they  could  be 
hrought  to  realize  the  justice  of  such  taxation.  In  fact,  some  of  the  most 
ardent  proponents  of  the  income  tax  have  been  men  with  comparatively 
high  incomes.  This  is  because  they  realize  that  it  is  better  for  all  con- 
cerned, the  rich  together  with  the  poor,  that  war  should  be  paid  for  while 
it  is  being  waged  and  that  there  should  be  created  a  minimum  of  war 
debt  to  be  met  out  of  taxes  later  on. 

3.  Miscellaneous  taxes.  In  addition  to  income  taxation,  our  gov- 
ernment is  employing  many  ways  of  securing  current  income  from  our 
people.  Every  citizen  who  rides  on  a  railroad  train,  or  attends  a  theater, 
or  makes  use  of  the  long-distance  telephone,  or  sends  a  telegram,  or 
makes  a  shipment  by  express,  or  mails  an  ordinary  letter  to  a  friend  or 
a  correspondent  in  a  different  city, — each  time  he  does  one  of  these  things 
lie  is  giving  up  a  part  of  his  personal  income  to  the  government  for  the 
waging  of  the  war.  To  be  sure,  such  forms  of  taxes  have  not  the  good 
qualities  of  the  income  tax,  since  in  only  a  few  cases  are  they  borne  by 
those  who  are  most  able  to  pay.  Moreover,  many  of  these  expenses  be- 
come additional  expenses  in  business  enterprise  and,  added  to  the  prices 
of  products,  are  passed  on  to  the  ultimate  consumer,  who,  in  most  cases, 
as  we  have  seen,  is  operating  on  a  comparatively  small  income  and  is 
already  paying  far  more  than  his  share  of  the  cost  of  the  war. 

4.  The  excess  profits  tax.  Another  form  of  taxation  which  practi- 
cally all  the  nations  now  at  war  have  adopted  is  the  excess  profits  tax. 
This  tax  is  based  upon  the  fundamental  ethical  proposition  that  private 
individuals  should  not  be  allowed  to  profit  as  a  result  of  war  and  war 
conditions.  From  this  it  should  not  be  inferred  that  no  man  is  justified 
in  increasing  his  profits  under  such  circumstances,  since  in  many  lines 
of  business  it  is  inevitable  that  men  will  incur  great  losses  in  their  re- 
adjustments after  the  war  is  over.  Hence,  we  can  afford  to  deal  rather 
liberally  in  construing  our  definition  of  excess  profits.  Nevertheless,  the 
taxing  of  these  excess  profits  above  a  reasonable  figure  is  not  only  an 
equitable  means  of  war  finance  but  is  also  a  most  effective  discourage- 
ment to  the  business  of  fomenting  war.  More  than  once  in  recent  years 
peace-loving  and  patriotic  citizens  have  been  shocked  by  the  efforts  of 
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certain  munition  makers  to  stir  up  international  strife  and  thus  to  create 
a  demand  for  their  goods.  An  effective  answer  to  such  immoral  agita- 
tion as  this  would  be  an  excess  profits  tax  which  would  deprive  them  of 
any  advantages  which  might  otherwise  come  to  them  as  a  result  of  such 
campaigns. 

5.  Land  taxes.  Another  tax  which  is  being  urged  is  a  tax  on  real 
estate,  particularly  on  farming  land.  Already  evidence  is  at  hand  to 
show  that  sales  of  farming  lands  are  increasing  and  that  much  highei- 
prices  are  being  asked.  This  movement,  according  to  a  leading  farm 
journal,  is  taking  on  all  the  earmarks  of  a  land  boom.  This  means,  how- 
ever, not  that  new  lands  are  coming  into  cultivation,  or  that  more  people 
are  becoming  farmers,  but  that  farmers,  taking  advantage  of  the  distress 
and  suffering  of  a  large  portion  of  the  world,  are  competing  with  each 
other  for  more  land  in  order  to  profit  individually  by  the  current  phe- 
nomenal rise  in  the  price  of  food  products.  Thus,  according  to  a  well- 
known  economic  principle,  increased  agricultural  profits  are  absorbed  by 
the  landlord  and  reflected  in  the  rising  value  of  his  land. 

These  increases  in  land  values,  it  is  argued,  are  unearned  and  there- 
fore should  not  be  allowed  to  fall  into  private  hands.  A  tax  which  would 
prevent  this,  altho  it  has  been  advocated  for  years,  has  always  met  with 
strenuous  opposition.  For  this  reason,  it  would  be  practically  impossible 
to  put  it  into  operation  now,  even  tho  every  other  consideration  urged  it. 
Nevertheless,  the  argument  in  favor  of  this  tax  raises  questions  concern- 
ing land  tenure  and  the  private  use  and  enjoyment  of  income  derived 
from  land  which  will  have  to  be  dealt  with  after  the  war  is  over.  In  all 
probability,  however,  the  economic  rent  of  land  will  be  left  as  a  source 
of  local  revenue  instead  of  being  devoted  to  the  support  of  the  federal 
government. 

6.  Taxation  the  better  ivayr'  Taxation  automatically  limits  the  pri- 
vate consumption  of  goods  needed  for  war  and  gives  the  government  the 
power  to  direct  the  investment  of  the  country's  annual  savings.  It  rests 
heaviest  upon  the  shoulders  best  able  to  bear  it.  It  does  not  encourage 
the  rapid  rise  of  prices,  which  entails  greatest  hardship  upon  the  salaried 
man  and  the  wage-earner,  and  which  greatly  increases  the  cost  of  war.-' 
It  provides  no  haven  for  wealth  at  a  time  when  lives  by  the  million  are 
being  placed  in  jeopardy.  It  places  no  burden  upon  our  children,  who 
are  certain  to  have  problems  of  their  own.  It  discourages  extravagance 
in  public  expenditures.-^  Finally,  it  leaves  as  small  a  war  debt  as  pos- 
sible to  be  paid  after  the  war  with  dollars  that  are  worth  far  more  than 
they  were  worth  when  the  debt  was  incurred.^' 

7.  Patriotism  of  paying  taxes.  It  must  now  be  clear  that  patriotism 
can  be  shown  quite  as  well  in  the  willingness  to  share  one's  income  with 

•"See  Appendix  G. 

24"The  Secretary  of  the  Treasury  has  estimated  that  he  must  have  $14,000,000,000 
between  now  and  June  30,  1918.  .  .  .  The  amount  of  the  government's  borrowings  de- 
pends largely  on  the  level  of  prices.  If  prices  were  normal  it  perhaps  would  not  have  to 
raise  over  $7,000,000,000  instead  of  $14,000,000,000."  Bulletin  of  the  National  City  Bank 
(New  York),  October,  1917,  p.  1. 

^It  is  remarkable  how  easily  wasted  are  public  funds  secured  by  means  of  borrowing. 

''"Borrowing   on    a   rising   market   and   paying   on    a   falling   market   creates    an    almost 
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the  government  as  in  the  willingness  to  perform  military  service.  There 
is  such  a  thing  as  an  eagerness  to  pay  as  v^^ell  as  an  ardor  to  fight.  The 
men  of  1861-65  were  no  better,  no  more  patriotic,  no  more  able  to  pay 
than  we  are.  The  need  of  our  boys  and  of  our  allies  is  even  greater,  if 
possible,  than  the  need  was  then.  Yet  the  "willingness  if  not  indeed  the 
open  zeal  of  the  people  for  taxation"  in  those  days  was  "noteworthy".'' 
Shall  it  be  any  the  less  so  now?  The  successful  waging  of  this  war  calls 
for  our  utmost  strength,  economic,  military,  and  moral.  We  must  pro- 
duce all  we  can,  save  all  we  can,  give  all  we  can.  It  is  better  that  we  give 
thru  taxation,  since  he  who  gives,  expecting  to  receive  back  again,  but 
increases  what  another  must  give  with  no  hope  of  return.  As  a  nation 
we  ask  for  no  material  compensations.  Shall  we  do  less  as  individuals? 
By  devoting  our  entire  strength  in  support  of  our  government,  we  can 
bring  to  a  speedier  and  more  righteous  end  this  indescribable  war. 

In  this  discussion  of  the  principles  of  war  finance  there  has  been  no 
disposition  to  ignore  the  voluntary  assistance  given  to  our  government  in 
the  waging  of  this  war.  By  means  of  a  campaign  of  education  much  can 
be  done  to  induce  our  citizens  to  cut  down  their  consumption,  to  stop 
their  wastefulness,  and  to  make  their  industrial  life  more  efficient.  In 
fact,  such  voluntary  savings  could  relieve  the  government  almost  entirely 
from  the  necessity  of  bond  issues  or  of  income  taxation.  But  the  volun- 
tary principle  in  financing  war  is  as  ineffectual  as  the  voluntary  prin- 
ciple in  raising  a  great  army  is  ineffectual.  If  it  is  the  duty  of  every 
able-bodied  citizen  to  fight  in  case  the  government  needs  him,  it  is  none 
the  less  the  duty  of  every  income  receiver  to  pay  whatever  his  govern- 
ment asks  of  him  in  ordsr  to  defray  the  expenses  that  confront  us. 

^~See  Appendix  E. 
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The  following  quotation,  intended  to  show  how  the  government  can 
get  the  $14,000,000,000  estimated  as  necessary  for  that  part  of  the  fiscal 
year  subsequent  to  October  1,  1917,  admirably  sets  forth  the  point  that 
the  real  task  of  waging  a  war  is  industrial  rather  than  financial. 

"In  considering  how  much  money  a  country  can  raise  in  a  given  time 
for  war  purposes,  it  is  to  be  remembered  that  the  task  of  carrying  on  a 
war  is  primarily  an  industrial  one.  A  portion  of  the  population  joins  the 
fighting  forces,  another  portion  supplies  strictly  war  materials,  and  the 
remainder  supplies  food,  clothing,  and  other  necessaries  for  all.  If  so 
many  men  join  the  army  or  are  employed  upon  munitions  that  there  are 
not  enough  left  to  supply  the  necessaries,  and  these  cannot  be  bought  out- 
side, it  is  only  a  question  of  time  until  the  organization  will  break  down ; 
but  so  long  as  the  country  is  industriously  self-supporting  it  can  go  on, 
and  the  financing  can  somehow  be  done.  If  a  people  are  simply  exchang- 
ing work  among  themselves  it  is  certain  that  they  can  settle  accounts 
among  themselves,  and  the  task  of  financing  is  that  of  arranging  the 
offsets  and  settlements.  In  other  words,  if  this  counti'y  can  make  and 
spare  $14,000,000,000  worth  of  products  for  war  purposes  in  a  year,  it 
can  pay  itself  for  them.  If  used  for  war  purposes  they  are,  in  a  sense, 
surplus  products,  a  balance  over  and  above  what  the  country  has  other- 
wise consumed,  and  the  country  can  take  government  credit  for  them. 
The  problem  of  government  payments  is  primarily  a  'clearing'  problem. 
The  Treasury  must  become  a  clearing-house,  thru  which  all  the  available 
credits  of  the  country  are  mobilized  and  offset  against  the  government's 
expenditures." — "Economic  Conditions,  etc.,"  Bulletin,  National  City 
Bank  (New  York),  October,  1917,  p.  8. 

APPENDIX   B 

The  following  quotation,  like  the  preceding,  also  from  a  bulletin  of 
the  National  City  Bank  (June,  1917,  pp.  2-3),  discusses  not  only  the 
proposition  that  war  is  fought  with  the  goods  of  current  production 
("current  income"),  but  also  the  corollary  fact  that  this  necessitates  a 
modification  of  our  industrial  life.  In  fact,  it  shows  that  we  cannot  eat 
our  cake  and  hoard  it  too. 

"The  loan  must  be  raised  from  the  current  income  of  the  country. 
This  is  a  most  important  fact  to  keep  clearly  in  view.  Some  readjust- 
ments of  investments  by  selling  there  will  be,  but  every  sale  requires  a 
buyer,  and  the  aggregate  of  investments  can  only  be  increased  out  of  new 
profits  and  savings.  It  is  not  to  be  expected  that  people  will  have  money 
lying  idle  with  which  to  buy  these  bonds.  They  must  be  urged  to  sub- 
scribe and  apply  their  future  incomes  to  the  payments.  The  government 
accepts  payments  in  installments,  the  last  of  which  falls  on  August  30, 
and  if  these  come  too  rapidly  the  local  banks  must  make  loans  to  suit  the 
situation. 

"This  obligation  upon  the  banks  to  lend  on  the  bends  to  assist  in  their 
disposition  must  not,  however,  be  stretched  into  an  obligation  to  carry  the 
loans  indefinitely.  Loans  should  be  based  upon  the  ability  of  subscribers 
to  reduce  them  from  time  to  time  and  finally  extinguish  them.  It  must 
be  remembered  that  the  banks  must  be  relied  upon  to  handle  the  current 
business  needs  of  the  country,  and  that  other  government  loans  are  com- 
ing. 

"Discussion  over  the  necessity  and  advisability  of  economy  continues, 
but  gradually  the  unescapable  facts  of  the  situation  are  compelling  a 

(19) 
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readjustment  of  business.  There  is  an  axiom  in  physics  that  no  two 
bodies  can  occupy  the  same  space  at  the  same  time,  and  somewhat  anal- 
agous  to  this  is  the  proposition  that  no  person  can  spend  his  income  twice 
at  the  same  time.  He  cannot  at  one  and  the  same  time  give  his  income 
over  to  the  government  for  its  use,  and  also  go  on  spending  or  investing 
it  as  usual  himself. 

"On  the  face  of  the  situation  this  would  seem  to  be  axiomatic,  but  it 
is  not  quite  that.  By  the  employment  of  credit  it  is  possible  to  do  some- 
thing that  for  a  time  looks  very  like  eating  your  cake  and  having  it  too. 
Apparently  you  can  spend  your  income  as  usual,  and  borrow  what  you 
lend  to  the  government. 

"This  appears  so  simple  that  many  people  regard  it  as  a  solution  of 
the  problem.  'Business  as  usual'  appears  to  be  possible  and  just  the 
thing.  But  there  is  more  to  it.  Expenditures  involve  purchases,  and 
getting  possession  of  certain  tangible  things.  You  have  turned  over  cer- 
tain purchasing  power  to  the  government,  and  in  your  effort  to  continue 
using  that  power  yourself  you  now  meet  the  government  in  the  market  as 
a  competitor.  The  supply  of  goods  is  no  greater  than  before;  the  supply 
of  labor  is  no  greater  than  before;  but  the  demand  is  increased.  You  are 
determined  to  put  up  a  building,  and  you  meet  the  government's  agent  at 
the  steel  mill.     Who  shall  have  the  steel? 

"Evidently  there  is  a  limit  upon  the  effort  to  do  business  as  usual,  a 
physical  limit  fixed  by  the  capacity  of  the  industries.  Business  must  be 
adapted  to  the  new  conditions  which  the  war  creates.  The  ideal  adapta- 
tion would  be  to  give  the  government  every  man  it  can  use  advan- 
tageously, every  ton  of  steel  that  it  can  put  into  a  gun  or  a  ship,  every 
yard  of  cloth  that  it  needs  for  the  army,  and  supply  every  other  require- 
ment, first;  then  do  business  as  usual  on  what  is  left. 

"The  best  guide  the  average  man  can  take  for  his  expenditures  is  to 
keep  before  him  the  needs  of  the  government  for  money.  Let  him  com- 
pare the  use  the  government  will  make  of  it  with  any  use  he  is  contem- 
plating; and  let  him  remember  that  having  turned  any  part  of  his  income 
over  to  the  government,  he  cannot  go  on  using  it  himself  without  creating 
an  inflation  of  credit  which  will  diminish  the  value  of  his  aid  to  the  gov- 
ernment. Our  help  to  the  government  must  of  necessity  include  self- 
denial  and  a  readjustment  of  our  expenditures.  An  attempt  to  overcrowd 
the  industries  will  create  an  inflation  of  credits,  wages,  and  prices  which 
will  make  a  dangerous  situation  after  the  war." 

APPENDIX   C 

Speaking  of  the  losses  of  war  and  how  they  are  met,  the  following 
excerpt  throws  light  on  the  necessity  for  current  products  in  war  and 
upon  the  possibility  of  drawing  upon  future  wealth  or  upon  future  pro- 
duction. 

"The  loss  comes,  not  in  contracting  a  debt,  but  in  spending  and  de- 
stroying the  property  consumed  by  war.  This  loss  cannot  be  postponed 
by  a  debt,  altho  one  nation  may  postpone  part  of  the  loss  by  borrowing 
goods  and  supplies  from  the  people  of  another  nation.  It  comes  out  of 
wealth  existing  or  produced  at  the  time,  no  matter  what  arrangement  is 
made.  In  former  times  each  man  bore  the  loss  as  it  happened  to  fall  on 
him.  The  modern  method  differs  in  just  this,  that  the  loss  is  transferred 
to  the  whole  public.  This,  again,  may  be  done  in  two  ways.  A  tax  may 
be  levied  at  the  time  sufficient  to  pay  all  expenses,  or  a  debt  may  be 
incurred  and  the  necessary  taxation  spread  over  a  longer  period  of  time. 
In  practice  the  latter  proves  far  the  best,  for  at  least  a  part  of  the 
expenses.  It  gives  taxpayers  time  to  adjust  themselves  to  the  extraordi- 
nary demands.  A  war  debt  is,  therefore,  not  a  misfortune,  though  it 
stands  for  a  previous  misfortune — war." — Ely,  R.  T.,  Outlines  of  Eco- 
nomics (3d  ed.),  pp.  667-8. 
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appendix  d 

The  necessity  for  a  reorganization  of  industry,  for  complete  cessation 
of  employment  in  some  lines  and  increased  activity  in  other  lines,  is 
thus  set  forth  editorially  by  the  Indianapolis  Netvs,  Friday,  November 
9,  1917: 

"Since  it  has  plainly  developed  that  it  is  to  be  the  policy  of  the  gov- 
ernment t(,  curb  the  manufacture  of  luxuries  when  it  interferes  virith 
the  production  of  necessities,  alarm  has  been  expressed  as  to  the  effect 
on  business.  While  we  must  be  prepared  for  drastic  changes  in  indus- 
trial organization,  changes  wholly  out  of  contemplation  in  normal  times, 
there  is  no  necessity  for  alarm.  If  the  war  continues  for  any  length  of 
time  it  is  certain  that  the  manufacture  of  certain  luxuries  will  be  stopped. 
This  is  probably  inevitable  since  there  does  not  seem  to  be  enough  coal 
and  raw  materials  to  supply  industries  engaged  in  both  necessary  and 
unnecessary  work,  and  with  government  control  of  fuel  and  materials 
the  manufactures  in  the  latter  class  will  be  unable  to  get  the  things  essen- 
tial for  the  continuance  of  their  business. 

"But  there  is  not  going  to  be  any  sudden  stopping  of  the  manufacture 
of  anything.  Reasonable  consideration  will  be  given  to  every  class  of 
business.  When  the  making  of  any  luxury  is  stopped  it  will  not  mean 
that  a  factory  is  to  be  idle.  The  government  has  grave  need  for  all  its 
factories.  So  M^hen  a  manufacturer  stops  making  a  luxury  he  will  start 
making  necessities,  if  his  equipment  can  possibly  be  converted  to  such 
use  and  the  cases  where  it  cannot  must  be  very  unusual.  Occasionally  an 
industry  may  be  forced  to  stop  business  altogether  thru  inability  to  obtain 
raw  materials  or  some  such  factor,  but  such  instances  will  probably  be 
few,  no  greater  than  the  proportion  of  ordinary  business  failures  in  nor- 
mal times. 

"As  to  the  wisdom  and  justice  of  the  general  policy  of  favoring  the 
manufacturer  of  necessities  as  against  the  makers  of  luxuries  there  can 
be  no  dispute.  The  great  task  before  the  country  at  this  time  is  to  defeat 
Germany.  If  the  nation  is  to  survive  this  must  be  done.  Everything  else 
must  be  ^subordinated  to  the  soul-testing  work  before  us.  First  of  all,  we 
must  have  the  weapons,  the  shells,  the  ships  to  fight  Germany,  the 
clothes  necessary  for  protection,  the  food  needed  to  sustain  us.  When  we 
have  these  in  plenty  we  can  think  about  luxuries.  But  this  does  not  mean 
that  many  factories  are  going  to  be  idle  or  that  business  is  to  suffer.  If 
it  were  necessary  that  it  suffer  in  order  that  the  war  be  won  it  would 
suffer.     But  it  is  not  necessary." 

APPENDIX   E 

The  attitude  of  the  North  at  the  beginning  of  the  war  between  the 
States  was  very  different  from  what  it  later  came  to  be.  In  nothing, 
however,  was  this  difference  more  manifest  than  in  the  public  attitude 
toward  taxation.  At  first  there  seemed  to  be  no  disposition  to  pay  any- 
thing; everything  had  to  be  borrowed.  Even  bonds  went  poorly,  and  the 
government  had  to  resort  to  the  use  of  legal  tender  paper,  thus  virtually 
forcing  the  loan.  The  change  from  this  state  of  affairs  is  shown  in  tho 
following  quotation,  altho  the  change  did  not  come  early  enough  to  save 
the  government  practically  one-third  of  what  the  war  would  otherwise 
have  cost: 

"The  willingness  if  not  indeed  the  open  zeal  of  the  people  for  taxation 
continued  noteworthy.  A  foreign  minister  remarked  to  Seward  that  he 
was  learning  something  new  about  the  strength  of  popular  government. 
'I  was  not  surprised',  he  said,  'to  see  your  young  men  rushing  enthusias- 
tically to  fight  for  their  flag.  I  have  seen  that  in  other  countries.  But 
I  have  never  before  seen  a  country  where  the  people  were  clamorous  for 
taxation.'     David  A.  Wells,  a  careful  obsei-ver  of  financial  and  industrial 
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affairs  during  the  war,  has  well  said  that  such  was  the  fervor  of  patriot- 
ism and  determination  to  push  the  war  to  a  successful  issue  that  the  peo- 
ple rejoiced  in  taxation:  'The  country  was  rich,  and  its  accumulated 
resources  had  not  for  nearly  two  generations  been  in  any  degree  drawn 
upon  by  the  national  government  for  extraordinary  taxation.'  The  reve- 
nue receipts  in  the  latter  months  of  the  war  were  almost  beyond  belief. 
In  the  fiscal  year  1865-1866  the  tax  receipts  were  nearly  $500,000,000,  as 
much  as  m  the  eight  years  preceding  the  war;  nor  was  there  any  serious 
attempt  to  evade  taxation."  Dewey,  D.  R.,  Financial  History  of  the 
United  States  (4th  ed.),  pp.  304-5. 

APPENDIX   F 

Sometimes  subscribers  to  a  government  war  loan  borrow  the  money 
with  which  to  pay  for  their  bonds,  pledging  as  security  some  form  of  past 
savings.  Instances  have  been  known  of  men  mortgaging  their  homes  and 
putting  the  proceeds  into  the  Liberty  Loan.  An  important  result  of  such 
a  transaction  is  the  inflation  of  prices.  In  such  cases  there  is  converted 
into  purchasing  power  what  was  hitherto  only  potential  purchasing 
power;  and  when  this  purchasing  power  is  turned  over  to  the  govern- 
ment, the  effect  is  to  increase  the  government's  ability  to  buy  current 
products  without  decreasing  the  power  of  private  purchasers  to  compete 
for  them.  The  result  can  only  be  to  increase  prices  without  reference  to 
costs  of  production,  as  the  following  quotation  shows: 

"There  is  much  discussion,  both  in  this  country  and  England,  over  the 
effects  of  borrowing  for  the  purpose  of  subscribing  to  the  government 
loans,  critics  of  the  policy  alleging  that  it  causes  an  inflation  of  credit 
similar  to  that  resulting  from  issues  of  paper  money,  thus  bringing  about 
a  higher  level  of  prices  and  costs,  and  adding  to  the  cost  of  the  war.  .  .  . 

".  .  .  It  is  perfectly  true  that  if  after  borrowing  to  create  new  pur- 
chasing power,  and  turning  that  purchasing  power  over  to  the  govern- 
ment, the  public  goes  on  its  usual  course,  attempting  to  use  as  much  pur- 
chasing power  on  private  account  as  before,  there  will  be  a  congestion  of 
demands  for  labor  and  materials  which  cannot  be  met,  and  which  will 
inevitably  force  up  prices. 

"It  would  seem  that  a  considerable  degree  of  such  expansion  in  financ- 
ing a  war  is  unavoidable.  The  wants  of  the  government  are  imperative, 
they  are  on  an  enormous  scale,  and  they  cannot  be  immediately  met 
except  by  the  use  of  credit.  It  is  impossible  for  the  people  to  at  once 
adjust  their  private  affairs  to  the  new  state  of  things.  Business  will 
tend  to  go  along  in  its  accustomed  channels,  and  the  scale  of  living  expen- 
ditures cannot  forthwith  be  radically  changed.  There  is  so  much  fear  of 
business  stagnation  that  people  argue  seriously  in  favor  of  expenditures 
as  usual.  Gradually,  however,  the  natural  remedies  make  themselves  felt. 
Prices  rise,  the  government  establishes  priority  rights,  trade  channels  are 
congested,  and  it  becomes  apparent  that  the  demands  in  the  market  are 
greater  than  can  be  satisfied. 

"The  Federal  government  is  appealing  to  municipalities  to  abstain, 
so  far  as  practicable,  from  new  public  works  during  the  war,  for  two  evi- 
dent reasons,  to  wit:  that  the  financing  of  such  works  must  interfere 
with  the  war  loans,  and  that  the  demand  for  labor  and  materials  must 
interfere  with  the  war  work.  The  same  reasoning  applies  to  private 
expenditures.  The  act  of  saving  withholds  purchasing  power,  releases 
labor  to  the  government,  and  holds  inflation  in  check." — "Economic  Con- 
ditions, etc.,"  Bulletin,  National  City  Bank  (New  York),  November,  1917, "■ 
p.  3.  "  ■ 

APPENDIX   G 

The  reasons  for  the  opinion  that  taxation  is  the  "better  way"  have  no- 
where, so  far  as  the  author  knows,  been  stated  so  succinctly  and  sanely 
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as  in  the  following  letter  to  the  Indianapolis  News  of  April  'i,  1917.  The 
letter  is  here  reprinted  in  full  with  the  consent  of  its  author,  who  is  now 
Federal  Fuel  Administrator  for  Indiana. 

"To  the  Editor  of  the  News: 

"Sir — How  are  we  going  to  finance  the  war?  The  answer  will  affect 
us  in  important  ways.  There  are,  speaking  roughly,  two  methods:  the 
taxing  method  and  the  borrowing  method.  I  would  like  to  state  briefly 
some  of  the  reasons  for  the  opinion  that  the  taxing  method  is  the  better. 
These  reasons  and  others  were  stated  fully  by  Professor  Sprague,  of  Har- 
vard, in  an  article  entitled  'The  Conscription  of  Income',  in  the  New 
Republic  for  February  24.  The  considerations  bearing  on  the  subject  are 
economic,  military,  and  ethical. 

"The  borrowing  method  means  either  involuntary  loans  to  the  gov- 
ernment forced  by  the  issuance  of  paper  money  or  voluntary  loans  sought 
by  the  issuance  of  bonds.  In  either  case  the  result  is  rapidly  rising 
prices,  inflation.  That  this  is  the  result  of  paper  money  issues  is  obvious. 
It  is  equally  true,  though  not  so  obvious,  that  bond  issues  result  in  rising 
prices.  In  the  one  case  the  result  is  immediate.  In  the  other  case  there 
is  intermediately  an  expansion  of  credit  caused  by  the  purchase  of  bonds 
either  by  banks  or  by  customers  to  whom  money  for  the  purpose  has  been 
lent  by  the  banks. 

"Rising  prices  mean  that  the  war  costs  more  and  mean  exposure  to 
the  dangers  of  falling  prices  in  the  reaction.  It  is  the  reaction,  the  defla- 
tion, that  will  constitute  Europe's  paramount  economic  problem  at  the 
end  of  the  war.  It  will  be  a  portentous  problem  and  we  shall  do  well  to 
avoid  a  similar  one. 

"Another  economic  consideration  in  favor  of  the  taxing  method  as 
against  the  borrowing  is  that  taking  from  the  people  their  current  in- 
come, down  if  necessary  to  the  subsistence  point,  by  means  of  excess 
profits  taxes  and  income  taxes  will  promote  careful  living  and  lessen 
waste.  Otherwise  waste  may  even  be  increased  by  the  disposition  to 
spend  extravagantly  any  abnormal  profits  accruing  from  the  war. 

"The  military  consideration  in  favor  of  the  taxing  method  is  that  the 
decreased  civilian  consumption,  just  noted,  will  result  in  increased  sup- 
plies for  military  consumption.  The  productive  power  of  the  country 
in  so  much  as  released  from  supplying  the  needs  of  citizens  will  be  ren- 
dered available  for  supplying  the  needs  of  soldiers. 

"The  ethical  considerations  against  the  borrowing  method  of  financing 
war  seem  quite  conclusive.  It  is  manifestly  inequitable  that  the  nation 
should  take  the  life  of  the  conscript  and  not  take  the  surplus  income  of 
the  stay-at-home.  The  chastening  of  sacrifice  for  one's  country  should  be 
missed  none  the  less  by  those  who  stay  at  home  than  by  those  who  go  to 
the  front. 

"Not  to  guard  ourselves  against  sacrifice  but  to  pay  as  we  go  and  to 
transmit  to  our  children,  without  any  bill  of  expense,  the  trust  we  of  this 
nation  have  from  our  fathers  would  seem  the  way  both  of  prudence  and 
of  self-respect,  the  way  to  get  for  ourselves  some  of  the  compensation  for 
war  that  France  gets  in  the  quickening  of  her  spiritual  life. 

"Evans  Woollen." 

APPENDIX  H 

The  theoretical  defects  of  borrowing  as  a  means  of  war  finance,  which 
have  to  some  extent  been  set  forth  in  the  body  of  this  bulletin,  should 
blind  no  one  to  the  overwhelming  practical  considerations  which  led  our 
government  to  offer  the  Liberty  Loan.  These  considerations,  which  have 
themselves  also  been  set  forth  at  some  length,  have  been  stated  in  a  some- 
what different  form  by  an  editorial  writer  in  the  Wisconsin  State 
Journal  of  November  10,  1917.    Referring  to  the  conviction  held  by  cer- 
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tain  Wisconsin  farmers  to  the  effect  that  this  war  is  not  being  financed 
right  and  that  they  are  under  no  obligation  to  help  finance  the  war 
wrong,  the  writer  says: 

"This  war  is  being  financed  on  an  infinitely  sounder  economic  basis 
than  either  the  war  which  created  this  government  or  the  war  which 
saved  the  Union.  To  repudiate  the  government  now  in  this  great  and 
holy  war  against  the  most  vicious  form  of  autocracy  because  it  is  being 
financed  on  a  better  basis  than  that  on  which  the  wars  of  Washington 
and  Lincoln  were  fought,  is  to  repudiate  Washington  and  Lincoln,  to  re- 
pudiate America  itself. 

"The  financing  of  this  war  should  be  improved.  But  because  the 
financing  system  may  not  be  perfect  shall  we  refuse  to  put  up  the  fight 
which  will  save  America?  That's  the  issue.  It  is  as  simple  as  A  B  C. 
The  success  of  this  war  depends  upon  our  financing  this  war,  and  even  so 
far,  tho  the  system  may  be  imperfect,  it  is  better  than  any  other  system 
with  which  this  or  any  other  country  has  ever  gone  into  war." 


